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KEY ECONOMIC INDICATORS: MALAWI 


All values in US$ million Average Exchange Rates 
and represent period 1976: US $1.00=MK .9130 
averages unless otherwise 1977: US $1.00=MK .9029 
indicated 1978: US $1.00=MK .8438 


Income, Production, Employment 1977 1978 1977 -— 1978 
at current market prices T7167 986.4 26.7 


at current market prices 852.0 1,062.1 28457 
at constant 1973 prices 575.8 613.0 


per capita (current market 154.9 186.4 
prices) 


Gross Fixed Investment 187.2 335.5 


Index (1970 = 100) of 199.1 219.9 
Manufacturing Output 


Labor Force ('000) 308.8 336.0 


ADMARC Domestic Purchases 195.4 229.0 
("000 short tons) 


Money and Prices 
Money Supply 


Inflation Rate 


Balance of Payments and Trade 


Foreign Exchange Reserves 84.4 


External Public Debt 237.0 


Annual Debt Service (public 9.0% 
sector) 


Balance of Payments: 
Exports (f.0.b.) 166.1 199.7 186.3 -7.2 
U.S. Share 20.2 18.2 11.1 -39.0 
Imports (c.i.f.) 206.5 232.3 338.0 45.5 
U.S. Share 71 11.6 215..5 33.6 
Balance of Trade -40.4 -32.6 -151.7 -365.3 


Sources: Reserve Bank of Malawi Financial and Economic Review Vol. l, 
Malawi Government Economic Report 1979 
National Statistical Office Monthly Statistical Bulletin, 
October 1979, International Monetary Fund 





SUMMARY 


Malawi has, since independence, experienced fourteen years of relative 
prosperity with its real GDP growing at an average rate of over 6 percent per 
year. This growth was led by tobacco and tea exports and sustained through 
substantial foreign aid inputs. The Goverment of Malawi has undertaken an 
ambitious program which has furthered agricultural expansion and built 
infrastructure but which has created an increasing strain on resources. 
Moreover, lower than expected earnings from the major export crops coupled 
with a skyrocketing import bill have over the past two years created 
unprecedented trade and balance of payments deficits. These have resulted in 
a serious drain of foreign exchange reserves. Foreign trade has been adversely 
affected by a worsening external transport situation which most recently 
precipitated severe fuel shortages throughout the country. The government is 
now taking steps to restore equilibrium to the balance of payments. These will 
entail curbing of import demand, commercial credit, and government 
expenditures over the next several years. Future economic growth will, 
therefore, come only with increased agricultural exports. Given the present 
bleak price outlook for Malawi's export crops (tobacco and tea), near term 
growth in export earnings must come from increased production which is 
constrained by the country's limited resources, i.e., anderutilizedland and 
capital. Unless real prices (adjusted for world inflation) for tobacco, tea, and 
sugar rise substantially, Malawi will have a difficult time maintaining real per 
capita economic growth. Limited opportunities still exist, however, for U.S. 
suppliers, investors, and bankers in the country's agriculturally related 
enterprises and in foreign donor development projects. 


BACKGROUND: STEADY AGRIGULTURAL ORIENTED ECONOMIC GROWTH 


Malawi is a landlocked country endowed with virtually no natural resources 
apart from a fertile soil and adequate rainfall. It has approximately 5.9 
million inhabitants — growing by a projected 2.9 percent annually — in land 
area of 36,325 square miles, making Malawi one of Africa's most densely 
populated countries. At independence in 1964, Malawi was a country with no 
industry, few commercial enterprises, and a scant infrastructure. It fully 
merited a ranking as one of the poorest countries of the world with little hope 
to ever achieve economic emancipation. 


Since independence, Malawi has gained a reputation as a politically stable 
country that is hospitable to both foreign and domestic private enterprise, and 
dedicated to the building of an agriculturally based economy. Malawi's 
development efforts have focused on creating for the agricultural sector a 
transportation, communication, and electrification infrastructure sufficient to 
make it viable. The selection of ‘sound development objectives, a willingness 
to accept outside expertise, obvious need, and a record of efficient and 
responsible utilization of aid have enabled Malawi to attract steadily 
increasing assistance from foreign donors. 


Nurtured by donor grants and concessionary financing which has enabled 
expansion of its agricultural export base, Malawi now stands out among the 
developing nations for its consistent real economic growth — 6.8 percent 
annually — from 1964 through 1978. 
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However, by per capita income criteria, Malawi still remains among the 
poorest twenty-five nations of the world. Nonetheless, it is now 
self-sufficient in basic foodstuffs, has well established tobacco, tea, sugar, 
peanut, and cotton exports, and possesses a growing cadre of trained 
manpower able to carry on with the task of nation building. In these regards, 
Malawi is further along the road of development than the pure statistics would 
seem to indicate. 


CURRENT ECONOMIC SITUATION AND TRENDS 


TRADE BALANCE: A WIDENING DEFICIT 


Export earnings, after having increased by 21 percent per annum in the four 
previous years, fell by 12 percent in 1978 to 186 million. Imports, meanwhile, 
leaped by 46 percent to $338 million, leaving the country with an 
unprecedented $152 million trade deficit for 1978. The decline in 1978 export 
earnings reflected a sharp drop from unusually high 1977 world market prices 
for Malawi's major exports — tobacco and tea — to previous year's levels. 
Moreover, weather conditions adversely affected the total volume as well as 
quality of these export crops. 


Import demand increased 16 percent in quantity over the previous year. 
Demand was stimulated by intensified government expenditures for 
development, as well as a lesser but substantial increase in military 
purchases. Additionally, the private sector made sharply increased 
agricultural investments following its high earnings from 1977. Further 
substantial wage increases in government and private sectors also spurred a 38 
percent expansion in consumption expenditures. Moreover, there was a 17 
percent rise in import prices as a result of external inflationary factors. 


The terms of trade deteriorated further in 1979 and the trade deficit may 
reach $184 million by the end of the year. While production of some export 
crops improved slightly, prices for most export crops, especially tobacco, 
continued their decline. Imports increased by an estimated 15 percent through 
the end of the third quarter despite some slackening in the mid-year. Import 
increases were attributable to the continued build-up in inventories and the 
higher transportation costs incurred by merchants and contractors as they 
tried to counter the mounting shortages caused by transportation difficulties 
outside of the country. Prices generally continued their inflationary climb, led 
by a 60 percent increase in the price of oil which in itself will add $18 million 
a year to Malawi's import bill. 


Most commodity experts predict little improvement in the world prices for 
Malawi's export crops during 1980. Any gain in export earnings, therefore, 
must come from increased production. However. it is questionable whether 
production can be increased significantly given the constraints of available 
arable land, the credit squeeze, the uncertainties of weather, and continuing 
fuel shortages. 


Immediate relief from the worsening terms of trade situation will, therefore, 
come about only through deliberate efforts to limit future imports. Since 
imports are largely capital goods destined for development and investment 
projects, an import slowdown will severely restrain Malawi's previously 





consistent record of 6-7 percent real growth in GDP. A slight downturn was 
already apparent in late 1979 and economic growth rates for 1980 and 1981 
may drop by as much as half of previous years' levels. In sum, economic 
growth may exceed only slightly the country's projected annual population 
growth rate. 


BALANCE OF PAYMENTS: STRAINS ON FOREIGN RESERVES 
AND A PLAN FOR RECOVERY 


The overall balance of payments deficit reached nearly $30 million in 1978 
after a surplus was recorded in 1977 for the first time in the country's history. 
In addition to the worsening terms of trade, pressure on the balance of 
payments was exacerbated by added transportation costs, a tapering off of 
migrant workers remittances, and an increase in debt service payments. 


Total gross domestic investment increased substantially in 1978 to $377.0 
million (35.5 percent of GDP) of which $207 million was financed by gross 
national savings which climbed to 20 percent of GDP. Gross national savings 
had averaged between 15 percent and 17 percent of GDP from 1973 through 
1977 except for a substantial drop in savings in 1976 to only 8 percent of GDP. 


Despite a sizeable increase in capital inflows, the balance-of-payments deficit had 
to be financed largely out of foreign exchange reserves which had fallen by 
the end of 1978 to $72.1 million, equivalent to 2.6 months of 1978 imports. 
Reserves continued to be drawn down in 1979 and by October were equal to 
only 1.2 months of projected 1979 imports. The decline would have been 
larger had it not been for further allocations of Special Drawing Rights from 
the International Monetary Fund (IMF). 


In reaction to these developments and to meet heightened IMF requirements to 
qualify for additional stand-by credits, the Government of Malawi (GOM) 
began in August of 1979 to take action to halt the deterioration in its external 
position. The government put a brake on government expenditures and will 
attempt to reduce the overall budgetary deficit from some 10 percent of GDP 
in FY 1978 to about 7 percent of GDP by the end of 1981. Moreover, planned 
development projects will be rephased to reduce their strain on fiscal 
expenditures. 


On the revenue side, the GOM increased the surtax rate from 15 percent to 20 
percent and is seeking increased revenues through changes in import duties and 
shifting of duties from specific rates to an ad valorem basis. These measures 
are projected to raise government revenues by 15 percent. 


These fiscal measures are accompanied by stringent monetary and credit 
policies. The commercial banks were advised to limit severely the expansion 
of credit and require a 20 percent prior deposit on the f.o.b. value of goods 
before letters of credit could be issued and bills accepted. Clearing agents 
were also told to place a 50 percent deposit against customs duties. 





Bank lending rates were increased by 1.5 percentage points to 8. 5 percent and 
their statutory minimum liquidity rate is being raised from 25 percent to 30 
percent. These measures are aimed at bringing about an immediate reduction 
in bank credit to the private sector and a slowdown in the demand for 
imported goods. 


TRANSPORT: A BOTTLENECK TO MALAWI'S GROWTH 


The Malawian economy is suffering enormous foreign trade costs as a result of 
the transportation difficulties encountered after closure of the 
Mozambique/Rhodesian border in 1976 necessitated the rerouting of virtually 
all foreign trade through Mozambique ports. The Government of Malawi 
estimates that bottlenecks in these ports have added an additional 5 percent to 
Malawi's trade costs equivalent to an additional $30 million annually. 


Transport delays have provoked a slowdown in many development projects and 
forced many firms to build up large inventories at considerable expense. 
Similarly, Malawi's exports are being adversely affected by the difficulties and 
expense involved in transporting these commodities to the world markets. 
Business people have noted that Malawi's dependence on other countries’ 
tranportation systems is a major factor to be weighed in considering 
investments in the country. 


Delays worsened considerably in mid-to-late 1979 as congestion at 
Mozambique ports continued. This was aggravated by increased disruption of 
the railway lines to Malawi which further hampered the country's ability to 
export its crops and receive needed materials, capital goods, and supplies, 
most notably petroleum. 


The difficulties experienced by the Mozambique ports and rail system into 
Malawi are a combination of factors: lack of rolling stock and engines, poor 
management, insufficient maintenance, and most recently, the interdiction of 
the rail lines in connection with the fighting in Zimbabwe-Rhodesia. 
Commencement of long overdue rehabilitation work on one of the two major 
rail lines from Mozambique will entail a further reduction in traffic for an 
estimated two-year period. 


However, some relief from these transportation difficulties may come with 
the opening of a new international airport in Lilongwe in late 1981 which will 
permit, for the first time, the landing of wide-bodied aircraft into Malawi. 
Moreover, the Rhodesian settlement is restoring overland transportation links 
through Zimbabwe-Rhodesia. 


For its part, Malawi has been earmarking a major portion of its development 
efforts toward in-country transportation projects. A new railway built with 
Canadian Government assistance links Lilongwe to Blantyre via the old rail 
system at Salima. Further work on this project will extend the line to the 
Zambian border for a possible future link-up with the Tazara line to Dar es 
Salaam. Recently, completed projects have provided a year-round hard 
surface road from Lilongwe to the Zambia border and along Lake Nyasa. 


Projects continue in the northern portion of the country to complete a paved 
road eventually linking the country north to south. 
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GOVERNMENT EXPENDITURES AND DEVELOPMENT PROGRAM: 
HEA V Y SPENDING GIVES WAY TO BELT-TIGHTENING 


Receipts and Revenues. Total government expenditures in FY 78 ending 
March 31, 1979 rose by 133 percent from the previous year to $279 million, 
while total budgetary receipts exceeded FY 77 results by 30 percent. This left 
an overall deficit of $94 million or 8.9 percent of GDP compared with 6.2 
percent in the previous year. This deficit was financed through a 45 percent 
increase in foreign borrowing and an extensive resort to domestic borrowing. 
The debt service ratio increased from the 9 percent level of the past two years 
to 12.4 percent. 


For FY 79, a bunching of development projects, combined with rapidly rising 
costs of imported capital goods and the need to provide for increases in 
recurrent costs for newly completed investment will push GOM spending up 
another 30 percent above the previous fiscal year. 


On the revenue side, import tariffs and surcharges will increase government 
revenues by 15 percent. With an expected doubling of foreign grants and 
reimbursements, the overall FY 79 deficit is projected to fall slightly to 9 
percent of GDP. Once again this deficit will be financed mostly from foreign 
borrowing (on concessional terms) and through local borrowing. However, in 
September 1979, a $50 billion loan was floated on the Eurodollar market which 
will place some further upward pressure on the country's debt service ratio. 


Development Budget. Public sector investment as outlined in the development 
account portion of the GOM budget totaled $91 million in FY 77 and $154 
million in FY 78. Reflecting a sizeable carryover from the previous fiscal 
years, the FY 79 development budget estimate climbed to over $250 million. 
Moreover, budgeted development expenditures under a three-year rolling 
program were planned to total $946 million through FY 81. However, actual 
outlays will be down by nearly half of this amount. The government's 
worsening fiscal situation and further delays in existing development projects 
(caused by fuel and material shortages), combined to reduce the FY 79 
development outlay to approximately $179 million. The planned outlays for 
FY 80 and FY 81 have also been revised downward to make a new three-year 
projection of total development expenditures of $498 million. This still 
represents an ambitious development effort, especially in contrast to the $60 
million annual development budget of the FY 72 - FY 77 period. 


Malawi enjoys a good reputation among donor countries because of the 
soundness of its objectives and record of aid utilization. Recently, however, 
some concern has: been expressed by international bankers over the large 
portion of the development resources now being applied to such non-income 
producing projects as the State House, the Reserve Bank building, the 
Lilongwe International Airport, the Capital City Development projects, new 
government aircraft and military equipment. These have been criticized as a 
drift away from the country's concentrated focus on agriculturally oriented 
development objectives. On the other hand, Malawi officials point out that 





8 


many of these outlays represent expenditures for needed facilities and 
capabilities which the country has long denied itself and that official policy 
continues to place leading priority on agricultural developments. 


AGRICULTURE: THE MAINSTAY OF MALAWI'S ECONOMY 


Agriculture currently accounts for nearly half of GDP and, provides the main 
occupation for most of the 92 percent of Malawi's population which lives in 
rural areas. Virtually all of the country's arable land is under cultivation. The 
GOM accords first priority, therefore, to the development of the agricultural 
sector through its National Rural Development Program. Alone among its 
neighbors, the country is self-sufficient in basic foodstuffs and is presently 
building up a 160,000-ton stockpile of maize, the basic dietary staple, as 
insurance against a future bad crop year. 


The rate of growth of output in the agricultural sector is estimated to have 
decelerated from the 8 percent annual growth in 1976 and 1977 to 3.3 percent 
in 1978. This slowdown is mainly due to a decline or, at most, marginal 
increase in production of peanuts, sugar, and tea which provide over half of 
Malawi's total exports and have been, over the long run, the economy's most 
important element. However, small holder farmer production, which is 
purchased by the parastatal Agricultural Marketing and Development 
Corporation (ADMARC), continues to grow, producing about 85 percent of the 
country's total agricultural output. ADMARC purchases for 1978 rose 12 
percent in value and 17 percent in volume over 1977. Moreover, a large part 
of small holder production (an estimated $168 million of GDP) is consumed or 
bartered and is apart from the country's monetary's economy. 


The GOM objective is to continue the expansion of the agricultural sector, 
especially in the area of export crops. It is the government's intention to 
concentrate on increasing the productivity of land already under cultivation. 
As is recongnized by GOM officials, there is very little land remaining which 
has not been utilized. However, prospects for increases in the short term are 
affected by limitations on the amount of credit available to farmers and the 
impact of fuel shortages. 


MANUFACTURING, CONSTRUCTION AND ENERGY: A BUILDING BOOM 


The manufacturing sector grew by 9.4 percent in 1978 while the building and 
construction sector showed the highest rate of growth of any sector with a 
29.5 percent increase. This. is a marked contrast to the 4.3 percent growth 
recorded for construction during 1977. The construction boom continued 
through September 1979 with sales of cement (the major building material in 
Malawi) running 57 percent ahead of the same nine-month period of last year. 
Growth in both these sectors should be limited somewhat in 1980 by the 
reduction in available credit and the unresolved transport situation. 
Construction continues on the Nkula II hydroelectric project which when 
completed in 1981 will add sufficient generating capacity to meet Malawi's 
projected needs through the 1980's. 


Currently, 98 percent of the country's electricity is hydro-generated. A 
recently concluded agreement with the South African Government will provide 
a $12.5 million power transmission system to carry Nkula-generated 
electricity to the northern region. 





EMPLOYMENT AND WAGES: UP 


Employment opportunities continued upward reflecting the increasing 
investment and general economic expansion in Malawi. Total paid employment 
rose to 336,000 in 1978, an increase of nearly 9 percent over 1977 levels. 
Agricultural employment. makes up the largest share of the work forces at 
nearly 50 percent, while building and construction's share is 9.4 percent, 
manufacturing's 10 percent and personal services' 14 percent. Government 
employment totaled 68,900 or 20 percent of the work force. The largest 


increase in jobs during 1978 was the 36 percent gain experienced in building 
and construction. 


Average earnings also increased in 1978 - up 17.5 percent, which wlien 
deflated by the 12 percent cost of living increase, still represents a significant 
increase in real wages. However, the minimum wage rate remained at an 
extremely low level — 32 cents per day for common laborers — and the 
average monthly earnings figure was less than $50 in December 1978. Private 
sector employment and wages continued to grow in 1979 but remained 
stagnant on the government side. Employment levels, especially in the 
construction industry, should reflect the economic downturn in 1980. 
Moreover, the Government of Malawi intends to hold wage increases down to 5 
percent over the next several years, which with the inflation rate expected to 
increase to 15 percent, will mean a reduction in real wages earned. These low 
wages and paid employment levels have and will continue to limit the market 
in Malawi for modern consumer goods. 


POLITICAL SITUATION: STABLE AND PRAGMATIC RULE 


Malawi is an island of stability in a chronically unsettled region of Africa. 
Under the authoritarian leadership of the Life President, Dr. H. Kamuzu 
Banda, the country has enjoyed peace and growing prosperity relative to most 
of sub-saharan African since its independence in 1964. In contrast to its 
neighbors, Malawi has pragmatically maintained open trade and ties with South 
Africa although it has made clear its disapproval of the apartheid policies of 
that government. Malawi has invited and fostered foreign investment as a 
matter of long-standing policy. The policies adopted by President Banda 
appear to enjoy widespread domestic support. There is no 
indication that significant changes will be made under the 
leadership of President Banda or by a cussessor from among 
those considered most likely to follow him. 


IMPLICATION FOR THE UNITED STATES 


The best prospect for U.S. firms interested in doing business in Malawi is the 
supplying of materials, equipment and technology for the $498- million 
development programs budgeted for in the next several years. 


While many of these projects are already in construction or involve little 
imported capital goods, there will be opportunities especially in projects 
funded by the World Bank, which specifically encourages bids of U.S. origin. 
Presently, the following projects are under consideration: $25.4 million for 
expansion of Blantyre water facilities and provision of potable water for the 
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rural population; $35 million for construction of Jenda-Mzuzu-Ekwandini road 
and extension of district roads (total project cost $64 million); $25 million for 
National Rural Development Program; $26 million for teacher training and 
possible provision of secondary school facilities; and $14 million in assistance 
to the Investment and Development Bank of Malawi (INDEBANK) for support 
of industrial development. 


Sales opportunities also persist in supplying materials and equipment for the 
tobacco, tea, and sugar estates as well as general small-scale agricultural 
goods. Moreover, U.S. firms have been successful in exporting chemicals, 
construction and agricultural equipment, motor vehicles and light aircraft to 
Malawi. 


The Malawi Government actively encourages foreign investment, particulary 
in agro-industry, import substitution and labor intensive industries. Firms are 
required to be licensed by the government which offers investment incentives 
including exclusive production rights and liberal depreciation allowances. 
Local participation in new enterprises is encouraged where a foreign interest 
is present. The Agricultural Development and Marketing Corporation 
(ADMARC), the Malawi Development Corporation (MDC) and Press (Holdings) 
Ltd., a private company whose shares are held by President Banda, are the 
major firms with sufficient resources to participate in such ventures. The 
basic corporate tax rate is a flat 45 percent of net profit. Repatriation of 
capital and profits requires prior government approval but this has not, to 
date, been difficult to obtain. There are no restrictions on payments and 
transfers for current international transactions. Import licenses are required 
only for purchases from non-GATT member countries and for a small selection 
(approximately 3 percent of total imports) of designated goods. The Reserve 
Bank, however, must authorize the foreign exchange needed for imports. 
Recently, delays in processing authorizations have been noted by importers, 
especially for luxury consumer goods. All OPIC programs are operative, as is 
a United States - Malawi double taxation agreement. 


Given the limited size and export potential of the Malawi market, 
opportunities for import substitutions are scant and have been for the most 
part already realized. Agro-industry and food processing possibilities, 
however, still exist, as well as a possible mining operation at the Ngana 
coalfield, a new cement plant and an ethanol (alcohol from sugar cane) 
distillery. The previously touted $500-million Viphya Pulp Scheme has stalled 
for lack of financial backing. New hotel construction and expansion of the 
local tourist industry is occuring in preparation for the opening of the new 
international airport in Lilongwe. Commercial finance opportunities for both 
the public and private sectors also remain. 


An exploratory visit to Malawi as part of a Southern African regional trip 
might be useful. Lack of personal contact with Malawi buyers has been one 
constraint on increasing American sales. While few in number, American firms 
now operating in Malawi apparently are pleased with their profitability. 
Prospective visitors are invited to visit the Embassy during a trip to Malawi. 
The Embassy staff will endeavor to facilitate appropriate local contacts as 
well as provide current economic and commercial information. 
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